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Inaugural Address
GHULAM ISHAQ KHAN*
Mr.Chairman,DistinguishedGuests,LadiesandGentlemen,
It givesmegreatpleasureto inaugurateheFirstAnnualGeneralMeetingof
thePakistanSocietyof DevelopmentEconomists.
Basedin thePakistanInstituteof DevelopmentEconomics,theSocietyis
intendedto playakeyroleindisseminatingi formationonpressingeconomicprob-
lemsandin pro.idingapermanentforumfora freeanddispassionateexchangeof
ideasamongprofessionaleconomistsandpolicy-makers.I amconfidenthatthe
Societywill setin motionaprocessof interplaybetweentheideasproducedbythe
economistsandthepragmaticapplicationof theseideasbythepolicy-makersinthe
worldof reality,therebyengenderingefficientlyfunctioningmodelsof growthand
development.Economicsis a livingandpracticalsciencewhichmustdrawitsin-
spirationfromanddeterminetheparametersof its theoriesonthebasisof actual
organisationof economiclifearoundusandthenatureofeconomicproblemsfaced
ata particularstageof development.Theoriesandmodels,in turn,muststandthe
testof practicalapplicationi themarket-place.A dialoguebetweentheeconomists
andthepolicy-makers,if theyhaveto beatallplacedintoseparatecategoriesa a
partof productdiscrimination,wouldrepresentthe mostdesirablesynthesisof
professionalenergy,andforsuchadialoguethisSociety,I amsure,will providean
idealforum.
TheSocietyof DevelopmentEconomistsi anoffspringof theP.LD.E.and
representshe logicalnextphasein the reconstructionandregenerationof this
premiernationalresearchinstitutionthatbeganin theearlySeventies.Sincethen,
interestingandpurposiveresearchworkrelatingto Pakistan'seconomyhasbeen
undertakenwithintheframeworkof a balancedandcomprehensiveresearchpro-
gramme.A comprehensiveresearchprogrammehasenabledtheP.I.D.E.tocombine
intellectualexcellencewith a well-definedsocialpurposeandduring-thelastfive
*Patron-in-chief,PakistanSocietyof DevelopmentEconomists,andFederalMinisterof
Finance,CommerceandEconomicAffairs.
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yearsit has,asa result,beenableto carvefor itselfadistinctiveplaceasanautono-
mousresearchinstitutionof internationalstanding.It hasnotonlyencouraged
personalinitiativebuthassuccessfullychannelizedtheworkof itsresearchersforthe
achievementof pre-assignednationalobjectives.Theresearchworkcomingoutof
this Instituteat regularintervalshasthatbitter-sweettastewhichcharacterizesall
scholarlywork:it can'tbeswallowedhurriedlyandin 'onego'buthastobechewed
cautiouslyanddigestedslowly,withoccasionalneed,perhaps,fortheadditionof a
littleseasoning,forthereasonthattheP.I.D.E.appearstobelieveandlargelyengages
itselfin iconoclasticactivity.An outstandingexampleof solidscholarshipis the
P.lD.E. Macro-econometricModelof Pakistan'sEconomy(1983),whichhasbeen
regardedasalandmarkbyinternationallywell.knowneconometricians.
As amajoruserof theend-productof economicresearch,I, availingmyselfof
thisveryfirstmeetingof theSociety,wouldliketo placebeforeyoumyownviews
oncertainaspectsof researchandwhatI expectof theSociety.Thequintessenceof
yourresearchshouldbeto helpforeseeconomicproblemsandto throwuplikely
solutionsfortheanticipatedifficulties.Economicsasascienceandeconomistsas
a professionalgrouphave,however,concentratedonperfectingthetoolswhichhelp
in ananalysisof thepastandat ti111esin explainingandprovidinga rationalefor
currentevents.Forecastingandprovidinganinsightintothefuturehavenotbeena
particularlystrongpartof theeconomists'work-toolkit. Evenin theindustrialized
countries,wherehighlysophisticatedforecastingmodelshavebeendeveloped,the
trackrecordof thosewhohavesoughto provideforesightfor economicpolicy-
makingdoesnotinspiremuchconfidence.
TheforecastsregardingtheOPECbalance-of-paymentssurpluses,basedonthe
initialoil priceincreasein 1974,wereprovedwrongwithina fewyearsof theirfor-
mulation,embarrassingperfectlyrespectableinternationalinstitutions.Currently,
wewitnessa continuingweakeningof oil pricesin theworldagainstprojectionsof
asteadyincreasein realoilprices,withvirtuallynoceiling.
Effectivesolutionsof economicproblemshaveoftendefiedhumaningenuity
for longperiodsof time. TheThirtiesof thiscenturywitnessedagreateconomic
depressionwith tremendousaccompanyinghumanmiseryandlossof production
for whichthe economistscouldnot finda solutionuntilthesecondWorldWar
changedthe entireeconomicscenarioitself. The Keynesianeconomicswhich
emergl:donthehorizonasa'revolution'intherealmof ideaswiththepublicationof
theGeneralTheoryof Employment,InterestandMoneyin 1936hascontinuedto
influenceconomicpolicy,evenunderabasicallyinflationaryworldeconomicsitu-
ation.Thenewphenomenonof stagflation,symbolizinganunhappycoexistence
of stagnationandinflation,continuesto baffleeconomists.It has,by andlarge,
defiedafull-scalexplanation,whattosayofanadequatecorrectivepolicy.Therise
of monetarism,combinedwith the refinementsof supply-sideconomics,is the
resultof theallegedfailureof theKeynesianfiscal-monetarypolicypackagein a
worldwheretherisksof recessionandunemploymentareatleastasgreatasthoseof
inflation. Whilethe emergenceof the monetaristcult is not exactlya counter-
revolution,it hascertainlyforcedtheKeynesiansto haveacloserlookatthemicro-
foundationsof macroeconomicpolicy,especiallywithrespecto demandmanage-
ment. In thisconnectionit is interestingto quotefromKeynes'sGeneralTheory
of Employment,InterestandMoney:"Unemploymentdevelops,that is to say,
becausepeoplewantthemoon;mencannotbeemployedwhentheobjectof desire
(Le. money)is somethingwhichcannotbeproducedandthedemandfor which
cannotbereadilychokedoff." .
Theworldeconomyin morerecentimes,movingata fastpace,hasthrown
up newproblemsof economicmanagement,a a ratefasterthantheabilityof the
economicprofessionto findanswersto them.Mostof themseemtobeanalysingthe
pastandaddressingtheproblemsof yesterdayratherthanpreparingto findanswers
totheissuesof tomorrOw.
In developingcountries,thelimitationsof standardeconomicanalysis,partic-
ularlythatderivingfromKeynesianeconomics,havebecomevenmoreobvious.The
lackof adequateandtimelydatais awell-knownphenomenoni thesecountries.
Thereis thenthedifficultyof applyingthetraditionaltoolsof analysisevolvedin
developedmarketeconomiesto thelessperfectmarketsoperatingin lessdeveloped
countries.Theperspectivegetsevenmoreblurredby theadditionalinjectionof
viewsandopinionsfromnon-expertswho,quitenaturally,insistonprojectingtheir
biasesandprejudicesandthepseudo-technicalanalysisbasedonthemasscientific
truths! Economicshasbeena happyhunting-groundfor the non-expertanda
temptingfieldfor trespassbecauseof theseeminglyfamiliarnatureof theproblems.
I inviteyouto fill thevacuumwithscientificstudies,crowdingouttheprejudicial
viewsof thepseudo-expertsandkeepingtheterritorysafefromencroachmentsof
thecharlatansandquacks. .
Let meaddthatdespitethesedifficultiesandlimitationstheeconomicprofes-
sioninPakistanhasmadearemarkablecontributiontotheunderstandingofnational
economicproblems.A largebodyof literaturehasdevelopedwhichprovidescon-
siderableinsightinto the functioningof theeconomy.This hashelpedto raise
the levelof policy-formulationa ddecision-making,thusinfluencingthepaceof
economicdevelopmenti thecountry.
Pakistan'seconomicprogresssinceits Independencein August1947hasbeen
a remarkablesuccesstoryin theThirdWorld'soverallstrugglefor economicinde-
pendenceduringthisperiod. Thenationhasa rightto beproudof itsrecordof
achievementsin thepast,without,of course,beingcomplacentaboutthefuture.
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Economistsandpolicy-makersof thecountrycanjustifiablysharethispride,asthey
hadadirectroleinbuildingtheeconomyonsoundlinesduringthisentireperiod.
Theeconomyof Pakistanwitnessedanaveragegrowthrateof 5.2percentper
annum- if wetaketheentireperiodof 34 yearsfrom1949-50,whenthefirst
nationalaccountswerepreparedin Pakistan,to 1982-83.Withanaverageannual
growthof populationof 2.9percentduringthisperiod,percapitaincomehasbeen
risingat a steadyrateof 2.3percentfor asustainedperiodof three-and-a-halfde-
cades.Therearea numberof expertswhobelievethatthegrowthin theGDPhas
beenconsiderablyunderestimatedin Pakistanovera numberof years,especially
duringthelatterpartof theSeventiesandtheearlyEighties,mainlyowingto an
inadequatestimationof the contributionof the informalsector. I leavesuch
controversiestoberesolvedthroughfurtheresearchbyeconomistsandstatisticians.
Pakistan'sgrowthrecord,evenwithoutany adjustmentfor the suspected
underestimation,is in manywaysa uniqueperformance.True,it isnotuncommon
to find countriesthathaveregisteredsuchhighgrowthratesfor shortperiodsof
timein theirhistory,associatedwithcertainfavourablefactors;butthereareonlya
few countrieswhichcanclaimsuchlong-termsustainedhighgrowthasPakistan
has managedto maintain.Accordingto the WorldEconomicReport 1983.
out of about120countriesin theworldfor whichcomparabledataareavailable,
only40wereabletomaintainanaveragerowthrateof5percentormoreduringthe
1960-80period.In thislist,therearesixcountrieswhoseincomeis derivedto a
largeextentfromtheproductionandexportof oil. Amongothers,10countries
reliedheavilyon commercialborrowingandthemajorityof themhavesincebeen
overtakenby seriousdebtcrisis.Bycomparison,Pakistan'ssteadylong-termgrowth
performancestandsout. It belongsto ahighlyselectgroupofdevelopingcountries
in thepost-warperiod,particularlyamongthecountrieswitha largepopulation.It
maybenotedthatasmanyas19countriesrecordingrowthratesinexcessof 5per-
centduringthe1960-81periodbelongedto thecategoryofthosenationswhose
populationisbelow10million.
Thepercapitaincomeof Pakistanat $350in 1981,accordingto theWorld
BankAtlas,was25percenthigherthantheaveragefor low-incomecountries.This
is no.smallachievementfor a countrybornundertheshadowsof direpredictions
regardingthenon-viabilityof its economyandunremittingcompulsionfor it to
carryadisproportionatelylargeburdenofdefencexpenditure.
Theoverallgrowthperformanceis equallyclearlyreflectedin othersectoral
indicatorsof the economy.Theindustrialsectorwasconspicuousby itsvirtual
absencein 1947.Largelybasedoncottonginningandwheat-andrice-milling,apart
fromanoddsugarandtextilemillin oneor theotherprovince,thevalueaddedby
the large-scalemanufacturingsectorcontributedhardly2 percentof theGDP in
1949-50.In 1982-83,theshareof large-scalemanufacturing,whichcoversalmost
the entirespectrumof industriesfromtextilesto themanufactureof basicsteel,
fertilizers,machinery,electronicsandchemicals,is estimatedat 12.7percentof the
GDP.By comparison,thecontributionof agricultureasa proportionof GDPhas
declinedfrom53.2percentin 1949-50to 29.7percentin 1982-83.Having one
throughthevicissitudesof fortune,agriculturehasof latere-emergedasavibrant
sector,producingexportablesurplusesin allmajorandsomeminorcropsaheadof
theexportpossibilities.
In thefieldof energy,theaveragepercapitaconsumptionof electricitywas
4 kWhper annumin 1947-48.It wentup to 223k\\-hper capitain 1982-83,
despitethe attemptsto suppressthe demandto the levelof actualavailability
throughload-sheddingandbrown-outs.Accordingto the 1980Census,71 per-
centof theurbanhousesalreadyhaveaccesstoelectricity.Similarlyone-thirdof the
45,000villageshadreceivedelectricitybytheendof theFifthPlan.
The rateof economicprogressin recentyearshasbeenevenhigherthanthe
averagelong-rungrowthrate.Duringthefiveyearsfrom1977-78to 1982-83,the
averagegrowthrateof GDPhasbeen6.2percentperannum.Afterallowingforthe
highpopulationincreaseof about3percent,percapitaincomehasgrownatarateof
over3 percentperannumfrom1978to 1983.Thecumulativegrowthinpercapita
incomeby 24percentduringthesefiveyearswasmorethantwicethegrowthinthe
precedingfiveyears.Agriculturalgrowthrateat 4.2percentperannumfor this
recentperiodrepresentsa recordfor thecountryandcancomparefavourablywith
thatof anyrapidlydevelopingeconomyin theworld.In factthecumulativegrowth
in agricultureduringthe pastfiveyearshasmadea qualitativedifferenceto the
nationalagriculturalscene. Subsistence~gricultureis beingtransformedinto a
market-orientedagriculture.Agriculturaldeficitshavebeengraduallyreplacedby
surpluseswhichcan,andbyandlargedo,absorbtheimpactofclimaticvariationson
output.
Thegrowthin themanufacturingsector(largeandsmall)ataround9percent
perannumhascumulativelyadded68percentto thesizeof theindustrialsectorof
theeconomyandhasbeenthemainelementinducinglong-runstructuralchangein
Pakistan'seconomy.Theshareof industrialsector(whichincludes,in additionto
manufacturin,gactivity,mining,gas,electricityand constructionsub-sectors)in
relationto theGDPwentupto 26percentin 1982-83.Thiscompareswith17per-
centastheaverageforlow-income,developingcountriesotherthanChinaandIndia.
Theshareof theindustrialsectorintheupper-middle-incomecountriesi 35percent.
Pakistan'sexportperformanceduringthisperiodhasbeena speciallybright
feature.Exportshaveincreasedata trendrateof 10percentperannuminvolume
termsandof 15percentin dollarvalueoverthepastsixyears.In cumulativet rms,
theincreasehasbeen132percent.Diversificationof exportshasreducedboththe
commodityandcountryconcentrationsof exports. Theshareof manufactured
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exportsin total exportshas increasedto 57 percentand the shareof non-
traditionalexports(otherthan10majoritems)to41percent.Therateofgrowthin
non-traditionalexportshasbeen20percentperannumforthelastsixyears.
Workers'remittancesfromabroadhaveincreasedevenfasterthanphysical
exports,recordinganaveragegrowthof 31 percentperannumfor six years.By
1982-83,theforeign-exchangeearningsfromworkers'remittancesvirtuallyequalled
thosefromexports.
Reflectingthe impactof the second'oil shock',importsvirtuallydoubled
between1976-77and1980-81.Thereafter,importshaveremainedunchangedat
around$5.5billiononaccountof theimpactof strongimport-substitutionmeasures
in wheat,sugar,fertilizer,cement,steel,andagriculturalmachinery,andasa result
of anequallyfirmdemand-managementpolicies.On a trendbasis,importshave
increasedby only4.5percentperannumin volumetermsoverthelastsixyears,
wellbelowtherateof growthofexportsandtheGDP.
Thecurrentaccountbalance-of-paymentsdeficit,whichstoodat$435million
in 1982-83,hasbroughtdowndependenceon foreignassistancetoanetlevelof 1.2
percentof theGNP.Evenwiththesetbackincotton,thebalance-of-paymentsdeficit
isexpectedtobearound2percentoftheGNPin 1983-84.
Let mehastento add,however,thatwhathasbeenachievedsofarwasthe
easierpartof thetaskbeforethenation.Themoredifficultandcomplexproblems
will confrontus (asin facttheyhavestarteddoingalready)asweenterthenext
stageof development.Wehaveutilizeda considerablepartof thepotentialfor
growthwhichexistsonthesurfaceandcaneasilybeharnessedwithstrong,imagina-
tivemanagementpoliciesanddiscipline.At higherlevelsof production,a fast
growthrateis notaseasyto comeby. Further,progresstowgrdsamoremature
economywoulddependuponhowwefacethenewproblemsofadulthood.
ThisAnnualGeneralMeetingof theSocietyis in asensebeingheldatavery
propitioustimein Pakistan'seconomichistory. It is not onlythatwehavejust
movedfromthesuccessfulcompletionof theFifthPlantotheimplementationfan
evenmoredemandingSixthPlan.Weareindeedintheprocessofenteringaphaseof
developmentwhichcallsfor in-depthstudiesof somefundamentalissueswithaview
tobringingaboutsomebasicstructuralchangesintheeconomy.
Theproblemsandissuesto whichI refercanbeidentifiedin eachsector.I
haveno intention,however,ofplacingbeforeyouacomprehensivelistof suchissues
coveringtheentireeconomy.I will simplyillustratetheirnaturewitha fewexam-
ples. .
Let ustakeup,firstly,thequalityofgrowthintheproductivesectors.Despite
thisyear'ssetback,agriculturalgrowthhasbeenhighlyencouraging.Butit is still
basedprecariouslyontheincentivesandsupportprovidedbytheGovernmentin the
formof assuredsupportpricesfortheoutputwhich,insomecasesatleast,hadtobe
fixedaboveinternationalpricesfor productsof comparablequality.At thesame
time,thepricesof a numberof key inputsstill reflectsubstantialsubsidy.This
systemwasessentialduringtheperiodof importsubstitutionasinitialinefficiencies
in theuseof moderninputshadto betolerated.Thesystemalsoworkedwellso
longasthemajorproblemwastoincreaseproductioninordertoeliminatedomestic
deficits.As westartaccumulatingsurplusesandseekexportoutlets,thequestion
mustbeansweredwhetherit isdesirableto continuexpandingproductionat this
costto theconsumerandthetax-payer.Evenif wedoso,howwill theresulting
surplusesbedisposedof? Theimportersabroadcannotbeexpectedto paymore
thantheprevailingworldpricesandwoulddemandhigherqualitystandardsthan
havetraditionallyprevailedin thecountry.
Weneedto studywaysof improvingtheefficiencyof useandproductivityof
variousinputsin orderto obtainhigheryieldsperacreandtherebyreducethecost
perunitof agriculturaloutput. In short,wewouldneedahighlycompetitiveand
efficientagriculturewith flexibilityof responseto thechangingmarketpatterns.
Thismakesit absolutelyessentialto developsoundsupportinginstitutionsfor agri-
culturewhichwouldalsoservetocushiontheimpactofadverseweather.Thenature
of supportprovidedto thefarmerwouldalsohaveto be differentin thisphase.
In additiontojustprovidingprotectiononthepricesof inputsandoutputs,wehave
to buildhiscompetitivestrengththroughmorepurposiveresearch,reinforcedbyan
effectivextensionetwork,andanadequateavailabilityof essentialinputsatthe
rightprices.Thesechangesarenot~asy,butwouldhavetobemanagedinorderto
maintainthe growthmomentumin agriculturefor domesticconsumptionand
exports.
Similarly,theexpansionof theindustrialbase,thoughhighlygratifying,has
requireduntilrecentlyahighlevelofprotection.Thetextileindustry,whichherald-
edtheindustrializationprocessin thecountry,hasdevelopedbehindthewallsof
a totalbanon imports.In acompletelyshelteredmarket,notmuchattentionhas
beenpaid,generallyspeaking,to thequalityof outputandaneffectiveuseofcost-
reducingtechniques.Althoughthelatter-dayindustriesdid notdevelopexactlyin
thesamehothouseatmosphere,theytoohaveenjoyedahighdegreeof protection,
whichisquitehigheventhoughitsaverageincidencehastendedtodeclinewiththe
passageof time. Theneedof thecountryto restrictimportsto conserveforeign-
exchanger sourcesandthefiscalimperativetousetariffasamajorsourceof revenue
haveprovidedanoverallevelof protectionwhichis,inmanycases,inexcessofwhat
wouldhavebeenjustifiedastheminimumnecessaryforthedevelopmentandefficient
workingof thedomesticindustry.In thecircumstances,it isnotsurprisingtocome
acrossindustrieswhosecontributionto nationalwelfarecannotbefullyestablished
at thisstage.Indeed,somestudieshowthatin thecaseof anumberof important
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industries,thevalueaddedin them,whenevaluatedat internationalprices,isnega-
tive. In otherwords,thenationalresourcesconsumedby suchindustriesarelarger
thanthe'true'valueof theiroutput.Onecanonlyhopethatovera periodthese
industrieswillattain,withonlyreasonablelevelsof protection,anoptimumeconom-
ic sizeandgainsufficientlyhighstandardsof efficiencyto makea positivecontri-
butionto thevalueadded.A gradualprocessof exposingsuchindustriesto an
acceptablevelof foreigncompetition,therefore,seemsto beanessentialrequire-
mentfor achievinganefficientgrowthof thelarge-scalemanufacturingsector.Also,
to induceadesirablechangewithintheindustrialsectorthegovernmentintendsto
shift its supportfromtheconsumergoodsto capitalgoods,chemicalsandhigh-
technologyindustries.
Theessenceof anindustrialsocietyis theattainmentofhighlevelsof techno-
logicaladvancement.An industrialsectorwithoutmakingadequatearrangements
for researchandcontinuoustransfer,assimilationandadaptationof latestechnol-
ogywill neverbe ableto transformitselfintoa dynamicself-perpetuatingforce
for economicprogress.No doubt,wehavea sizeableindustrialapparatusin the
country,producinga verylargeanddiversifiedvolumeof goods,butmostof this
is basedon processesandtechnologytransplantedbodily fromabroad,without
makingthenecessaryadaptationto makethemsuitabletoourresourcendowment.
Thetaskaheadliesin strengtheningthetechnologicalfoundationsof our industrial
sector.
At adifferentlevel,theissuewhichcontinuestoaffectheentirespectrumof
developmentalactivityis thepersistentlyowlevelof savingandinvestmentin the
economy.Perhaps,asisbelievedbysome xperts,thedataonsavingandinvestment
understatetheirrealmagnitudesbecauseof theinadequacyof theestimationtech-
niquesemployedto measurethe contributionto the valueaddedin theformal
agriculturalsectorandin thesmall-scaleindustrialenterprises.Irrespectiveof the
degreeof underestimation,however,thefactremainsthatthesavingandinvestment
ratesin theeconomyarewellbelowthedesirablevel.Domesticapitalformation
(Le.physicalinvestmentotherthantheaccumulationof stocks)wasestimatedat
16.2percentin 1982-83andthegrossdomesticinvestment(includingaccumulation
of stocks)at 18.8percent.Thiscompareswiththeaverageof 21percentfor low-
incomecountriesanda levelof 25percentfor IndiaandChina.Pakistanwould,in
fact,requirea higherinvestmentrateto supportits relativelyhighgrowthrateof
GDPandto generateadequateemploymentforitslabourforce,whichhasexpanded
at around3 percentperannum.Unemploymentpressureshavebeenavertedfor a
numberof years,thanksto a largeout-migrationof labour:almost10percentof
Pakistan'slabourforceisworkingoutsidethecountry.Withthepossiblereturn-flow
of workersfromsomeof thecountriesoratleastwiththestoppageofnetmigration
abroad,employmentproblemsarelikelyto acquirea seriousignificancefor the
domesticmanagementof heeconomy.
Increasingthe savingrateto supporthigherlevelsof private-andpublic-
sectorinvestmentswouldrequiresubstantialstructuralreformin fiscalandmonetary
policies.An inelastictaxsystem,basedlargelyontaxingtheexternal-trades ctor,
hasrequiredalltheefforttowardsadditionaltaxmeasuresundertakenyearafteryear
to avoida fall in thetax-GNPratioevenbelowthecurrentlevelof 13percent.
Incometaxiscollectedfromanarrowbaseof roughlyonemilliontaxpayersinthe
country. The revenue-generatingpossibilitiesof corporatetaxationhavebeen
greatlycompromisedby ahostof exemptionsandconcessionsgivenby thegovern-
ment,yearafteryear,for privateinvestment.Excisedutiesareleviedonlyupona
smalllist of items. No consumption-pointtaxhasso farbeenattempted.As a
result,thetaxbasedoesnotgrowautomaticallywiththegrowthin domesticpro-
duction,incomeandexpenditure,andthegovernmentis forcedto pushupthetax
ratesandincreasetaxcoverage,ateverystage,toensurethatthetax-GNPratioisat
leastmaintainedovertime. A morebroad-basedsystemof taxationwouldbean
essentialprerequisiteformobilizingadequatepublicsavings.
Inflationhasbeena perennialissuein developingcountries.Wefacethe
problemof inflationin Pakistanasaresultof notonlyourownsinsofomissionand
commission;it isalsoimported,whichisanunavoidablecostofourrelationshipwith
aninflation-riddenworldeconomy.Weneedanti-inflationarypolicieswhichwould
not only avoidgeneratingdomesticinflationarypressures,b~twouldalsohelp
minimizetheimpactof inflationarypressuresimportedfromabroad.Whatpolicy
packagewouldaccomplisht isisthequestionthatyoumustdirectyourattention
to.
Unfortunately,eventhoughalargeliteraturehasbeenproducedinrecentyears
analysinginflationanditscausesandremediesasalsotheeffectof inflationonreal
wagesandincomes,it hastendedto producemoreheatthanlightasfaraspractical
policymakingis concerned.In asense,therateof changein inflationis atleastas
importantasitscumulativeffectson incomedistributionandtherelativepositions
ofvariousgroupsinthesociety.Suchdistributionalissuestranscendnarroweconom-
ic analysisastheyaffectthebalanceof forceswhichdeterminethesocietaladvance
towardsnationalgoals.
Duringthe Eighties,we wouldneedto givemuchmoreattentionto these
aspectsformaintaininggrowthwithstability.
In the fieldof balanceof payments,despiterecentimprovements,hefact
remainsthatPakistan'sexportsearnonlyhalfofhertotalforeign-exchangeearnings.
The restcomesfromworkers'remittancesfromabroad.This is not desirable.We
havebeforeusexamplesof countrieswhichhadtomakeextremelydifficultadjust-
mentswhenrecessionin thehostcountriesforceda return-flowof theirlabour.
Wemusthereforeaimatachievingsufficientlyhighexportgrowthratesinthelong
runtomakeupforapossiblysubstantialfallinworkers'remittances.
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Exportexpansionhasbeenremarkableintherecentpast,asI mentionedearlier.
However,it requiredconsiderableartificialsupportbywayof exportrebates,relief
in taxationandcheapcredit.Suchsupportis possiblein theinitialstageswhenthe
exportsectoris relativelysmall.As it grows,it mustlearnto finditswaywithout
artificialcrutches.Creatinga genuinelydynamicexportsector,whichmustin turn
bebasedonanefficientproductionin agricultureandindustry,to whichI referred
earlier,wouldthusbetherealong-termchallengefortheeconomyofPakistan.
Thisis a formidableagendafor theEightiesforeconomistsandpolicy-makers.
Your researchwouldhaveto providetheintellectualsettingfor devisingthepolicy
responseto theseandmanyothersissuesof suchfundamentalnature.I respectthe
freedomof choicein research.Theresearchershavearighttoselecttheirsubjectson
thebasisof theirownperceptionof whattheycancontributebest.However,it is
equallyimportantfor research- particularly,researchin socialsciences- to be
relevantto theissuesfacinga society.You cancontributeagreatdealasdevelop-
menteconomistsby emphasizingthe 'relevance'factorin makingthechoiceof
suitableareasof research.Economicprogressof thenationwilldependcruciallyon
theresultsofyourresearcheffortsandthequalityof theanswersthatyouprovideto
thebasicproblemsof economicmanagement.
Finally,issuesof economicmanagementcannotbeexaminedin a vacuum.
Theyhaveto bestudiedin thecontextof aparticularsociety,itsvalues,laws,and
institutionsthatgoverneconomicrelationsamongsttheindividualsandeconomic
entities.In turn,economicdevelopmentmustcontributeto buildingahumaneand
justsociety.It shouldservetoconsolidatehevalueswhichasocietyholdsdearand
shouldcreatenationalharmonyandsolidarityon thebasisof sharedvalues.The
evolutionof asocietalpatternanditsvaluesareasmuchaconcernof theeconomists
asof expertsfromanyotherfield.
In Pakistan,we havedefinitelyandirrevocablycommittedourselvesto the
creationof a trulyIslamicsociety,basedonthefundamentalprinciplesof 'Adland
Ihsan. It isourintellectualndreligiousobligationto translatetheseDivineprecepts
intothecrucibleof real-lifeinstitutions.
Islamis acompletewayof lifeandtheIslamiceconomicsystemcanonlybe
appreciatedasanintegralpartofthisperfectsystem,governingallaspectsof thelives
of individualsaswellastheoverallsocietalrelationships.Liketheviewthrougha
prism,selectedpartsof theIslamicsystemmayattimesreflectcolourswhichcould
beidentifiedwiththoseof someoftheexistingsystems.However,thisconfusionof
misplacedidentitycaneasilybeavoidedby keepingtheviewfocusedon the"to-
tality"andcomprehensivevi wof Islamwhichgivesitseconomicsystemitsunique
character.
WemustclearlyunderstandthattheIslamiceconomicsystem,basedon 'Adl
andIhsan,isneither"IslamicCapitalism",nor"IslamicSocialism".I canthinkofno
wayby whichyoucanIslamisecapitalismandstillcallit capitalismof somesort.
Evenif the institutionof interest,the sheet-anchorf the capitalistsystem,is
replacedby theIslamic onceptof profit-(loss-)sharingit will notcleanseit of its
numerousotherexploitativeattributestodeservebeingcalledIslamic.
I amnotimplyingthatinterest(asRiba)hasanyplacewhatsoeverinanIslamic
economicsystem.Indeed,wehavebeenmakingeverypossibleffortto abolish
interestin Pakistan.All thatI amemphasizingistheinadequacyof anapproachto
Islamisationwhichfeaturesonlythereplacementof interestbyprofitsinthemodern
bankingsystem,forthesimplereasonthatthemodernconceptofprofitsalsobears
anindeliblecapitalistmark. It followsthatsolongasprofitsarealsonotIslamically
legitimate,wemayendupreplacingcapitalismwithcapitalism.
For acompletesocietaltransformation,suchfeaturesof thecapitalistsystem
as set it apart from other socialsystems- e.g.choiceof investment,patternof
productionandconsumption,spendingbehaviourof consumers,maximizationof
profits,thedistributionof incomeandwealthandunbridledoperationof themarket
mechanism- willhaveto bemadeto conformto thevaluesystemof Islamwhich
placesanobligationonthesocietytocreateanenvironmentinwhicheachindividual
candevelopandrealisehisfullpotential.This,ofcourse,willcallforafundamental
reformationof thesocietyandwill,therefore,taketime.
IslamicSocialismisequallymeaningless,bothasaconceptandasablueprint
for socialreform. UnlikeSocialism,Islamiceconomicsystemdoesnotseekto
abolishprivateproperty. Nor doesIslamicthinkingregardStatecontrolof the
meansof productionperseasanunmitigatedgood. In aneconomicdispensation
basedon 'Adl, a properbalanceis soughtbetweentheownershipof themeansof
production,thedischargeof socialobligationscorrespondingto thisownership,and
regulationof theforcesof productionfor thecollectivegoodof thesociety.Inthis
framework,the conceptof absoluteownership,be thatof the Stateor of the
individual,getsreplacedby oneof "trusteeship",for "only Allahis theabsolute
ownerof everythingin theUniverse".TheprimaryimportanceinanIslamicsystem
thusattachesnotsomuchto whoownswhatbutrathertowhathedoeswithwhat
heownsandwhetherhedoesit accordingto theethicalnormsof Islamandin an
Islamicallylegitimatemanner.Privateinitiativeastheexpressionof theenergiesof
theindividualisbothanationalassetandameansforthefulfilmentoftheindividual's
obligationto thesociety.Suchinitiativehas,therefore,to beconstantlysharpened,
encouragedand promoted.Thesystem,however,placesa responsibilityon the
IslamicStatealsoto continueto guideanddirect,if necessary,theprivateinitiative
towardsasociallyconstructiverole.Thereis alargeareaof reformwhereit willnot
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appearfeasibleto leavedecisionsexclusivelyto themarketwhichsimplyreflects
the equationof economicpowerat anygiventime.Thetaskof modifyingthis
equationformaintainingandpromotingajustsocietybasedon 'AdlandIhsancan
toperformedonlybyanIslamicStateorganizedaccordingtothetruespiritof Islam.
Overthepastseveralyears,wehavebeenpatientlyworking,stepby step,on
buildingupthestructureofanIslamiceconomy.Specificmeasureshaveprogressive-
ly beendevisedtoensure,whilepreservingthecontinuityofeconomiclife,adefinite
paceof socialandinstitutionalchangein thedesiredirection.Throughtheintro-
ductionofZakatandUshrwehavebeenabletocreateaneffectivesocialsecuritynet
for thedeservingpoorandthedeprived.Directfinancialassistanceis nowbeing
providedto thebottom10percentof all familiesin thecountry.Increasingly,an
attemptis beingmadeto useZakatfundsforthepermanentrehabilitationof the
'mustahiqqeen'a dfortheinstitutionalizationf assistancetothedeservingsections
of thesociety.Personalcharityis beingreplacedby a dignifiedandconstructive
supportandrehabilitationof thoselivingbelowthepovertylineasanationalre-
sponsibility.
Considerableprogresshasalsobeenmadetowardsestablishinganalternative
financialsystemfreefromRiba. Apartfromtheprofit-and-loss-sharingcountersin
all thebranchesof Pakistanibanks,newfinancialinstrumentsbasedon Islamic
principleshavebeensuccessfullyintroducedtoensurethatincreasingproportionsof
banktransactionsareconductedonanon-interestbasis.Someof themajorfinancial
institutionshavebeenfullyconvertedintoentitieswhichworkonprofit-and-loss-
sharingbasis.A newfinancialstructurehasthusbeenevolvedwhichhasalready
becomeoperational.For thepresent,theold andthenewsystemscoexist,buta
comprehensiveprogrammeis nowbeingdevelopedin consultationwiththeState
Bankandcommercialbanksto eliminate,fairlysoon,interestfromall domestic
bankingtransactions.
I haveoftensaidthisbeforeandit wouldbearrepetitionherethatanIslamic
dispensationbasedon 'Adl andIhsanimpliesa total restructuringof theentire
spectrumof socialandeconomicrelations.Whatwehaveachievedsofarin introduc-
ingtheIslamiceconomicsystemisjustabeginning.It haspreparedthegroundbut
our goalis stilla longwayoff. TheeliminationofRibafrombankingoperation
andtheintroductionofZakatandUshrwillbythemselvesnotsufficetoconverthe
existingdispensationintoanIslamiceconomicsystem.Thechangeswouldhavetobe
muchmorebasicandwouldhavetopenetrateheentireconceptualndinstitutional
frameworkof thesociety.
Therhetoricaldeclamationof enforcingIslamin adaymayservethepurpose
of rallyingpublicsupport.Thereis, however,nosubstitutefor solid,unremitting
workto translatetheIslamicidealintopracticalmeasuresin theformof function-
inginstitutions.Ourintellectuals,especiallytheeconomists,haveadutytoadvance
this work. It hasbeendisappointingthat,barringa fewhonourablexceptions,
theeconomicprofessioni Pakistanhasneitherinvolvedifselfin,noridentifieditself
whole-heartedlywiththetaskof evolvingandrefiningof thetoolsthroughwhichthe
Islamiceconomicsystemcanbeimplemented.I urgeupontheSocietyand,through
theSociety,upontheentireeconomicprofessionto devotetheirenergiesespecially
to thisfundamentaltask,theimportanceof whichoverrideseveryotherthing.
With thesewords,I havea greatpleasurein inauguratingtheFirstAnnual
GeneralMeetingof theSociety. I wishyouall successin yourdeliberationsand
wouldbelookingforwardto receivingtheresultsofyourdiscussions.
